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Introduction 

 

e all begin investing with the hope of large returns on what we put in.  The 
following articles will give you an overview of what you can expect in 
terms of rewards from investment in penny stocks.  There are certain 

ways to go about optimizing your chances of seeing a profit from your investment, 
and this information will provide a great starting point for you to begin your penny 
stock investment journey. 
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Investing in Penny Stocks 

 

he first question is: 'To invest or not invest' in penny stocks? This is largely a 
personal decision that reflects your risk profile. If you have the capacity and 
nature to take greater risks, investing in penny stocks may be right for you. If 

your financial position is not very strong, and you have little spare money to invest, it 
is better that you stay away from penny stocks altogether, and look at established 
stocks only. Similarly, even if you have a lot of money to spare but are generally averse 
to taking risks, it is better that you don’t invest in penny stocks. If you are the kind of 
person who likes to take risks in order to increase your returns, and can afford to lose 
some money if it comes to that, then you should look into penny stocks.  

Once you decide to invest in penny stocks, you should take care to ensure that your 
investment has a reasonable chance of giving you good returns. To accomplish this, 
you should look at a number of things such as the reputation of the company and its 
promoters, past history (if any is available), and assessing the fundamentals of the 
company.  
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Finance Managers and accountants use the term ‘fundamentals’ to refer to the 
intrinsic value of a company. The prices displayed in the share market are the result 
of many factors, such as market sentiment. The fundamentals of the company, on the 
other hand, will show you what the company is actually worth. This includes an 
understanding of the real value in terms of the assets and revenues of the company.  
If you invest in a company with good fundamentals, the chances of you losing money 
will be greatly minimized. Use the methods of valuation of shares discussed in our 
other articles for this purpose. 

Another golden rule that is applicable to all shares, but particularly true in the case of 
penny stocks, is the old adage: 'Don’t put all your eggs in one basket'. This is true even 
if you have inside information. Inside information refers to private information that you 
possess about a company that is likely to affect its share value in the short term to a 
major extent. For example, if you knew that ‘Company A’ is likely to be taken over by 
a major conglomerate offering a high price to the existing stockholders, and if this is 
not yet known to the general public, you have inside information. You have information 
that makes you pretty sure that the share price will rise in the market substantially 
once this fact becomes known. It is usually safe to act on inside information, assuming 
of course that it is reliable and true; however, even in such cases you should avoid 
over-exposing yourself, particularly while trading penny stocks. Planned events 
simply fail to materialize, in which case you may be left holding a stock that has little 
value. Remember that there’re “many a slip between the cup and the lip.” 

The next important thing to keep in mind while considering penny stocks is that you 
may not be able to sell them quickly, particularly if you have a large quantity. So if 
short-term liquidity is a concern for you, you should avoid investing in penny stocks. It 
is much easier to sell stocks that are traded on a regular stock exchange and ones 
that are well known and frequently traded.  

To conclude: Remember that penny stocks carry greater risks and less liquidity. Avoid 
over exposure. Invest after investigating. If you follow these rules, are careful, and 
lucky, you may make a fantastic profit from penny stocks. 
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Advantages of Trading Penny Stocks 
Advantages of trading penny stocks 

 small and careful investment in penny stocks can bring a high amount of 
profit. Thoroughly researching the company offering penny stocks and the 
company’s financial factors can give an idea about that company and 

prospects of its penny stocks for future. However, for getting the maximum advantage 
and profit from the penny stocks, you should evaluate and think twice before putting 
your hard earned money into the market.  

This is one of the markets where you may not get authentic and reliable information, 
and you will have to search for the right stocks that can give you profit in the long run. 
There are a number of people involved in trading in the over-the-counter market, and 
some lose while others gain.  

You can learn patience and make money from the penny stock market; however, you 
should remember not to rush into things. You should be patient considering you may 
hear lot of misleading statements from brokers or dealers.  Avoiding hurry and taking 
advice from multiple operators will benefit you.  

Another advantage is that you have a lot of opportunities within pennies in this 
market. You should look for several stocks instead of looking for a single stock. You 
should also make comparisons between stocks, and should decide about which 
specific stocks to choose based on various factors including financial. Financial factors 
such as profit, revenue, and profit-equity ratio are important for deciding in favor of a 
particular penny stock.  

Nowadays, online booking and sales of stocks can be advantageous, and you can 
make a decision while at the same time looking at other vital parameters (including 
financial parameters) of the company. You can monitor your portfolios online, and see 
the stock rates on websites listing Pink Sheets. 

Following these simple steps, you can gain a good amount from this market; however, 
you should remember that the penny stocks market is not a get-rich-quick type of 
market. Your intelligence and look for all the options before investing in a particular 
penny stocks can be beneficial for not only in terms of money but you can also gain 
expertise in the area. 
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From Little Pennies to Big Dollars 

 

here’s a lot of hype out there about penny stocks. Internet spam and flashy web 
sites claim that penny stocks can turn your tiny investment into a big, big 
returns. But are penny stocks all they’re cracked up to be?  

Many investors and brokers may claim that investing in penny stocks is a good way 
to start small and end big. Buying penny stocks means buying low-priced shares of 
small businesses and companies. Penny stocks are much less “liquid” than other types 
of stocks, as penny stocks have fewer shareholders. For some investors, an initial 
small investment in penny stocks can mean big returns later on. 

But penny stocks are considered to be a ‘high-risk’ investment. They trade 
infrequently, meaning that it may be difficult to sell penny stock when desired. There 
is a chance that, when investing in penny stocks, you will lose your entire investment. 
For some traders, this type of excitement and risk is simply the name of the game. 
Others prefer “safer” investments, but the final choice is yours. With penny stocks, can 
you turn little pennies into big dollars? 
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Of course, it’s possible. With the stock market, anything is possible. Penny stocks are 
unique in that they are not traded on the big exchanges, but rather, over-the-counter. 
Investors who are interested in penny stocks can look for potential investments on 
Pink Sheets and similar documents. Penny stocks are neither approved, nor 
disapproved, by the SEC. They are perfectly legal, but they are risky. They are small 
investments for investors who want to make smaller, but potentially more dangerous 
investments. 

However, some of the claims about penny stocks are true. Shares in penny stocks are 
very affordably priced, and there is always the hope that the investment will bring in 
big results. For those who want to get a taste of the stock market, penny stocks may 
be a good way to start. Learn more about penny stocks, and follow the progress of 
some penny stocks to see if this is something you think you’d like to pursue. Don’t take 
someone else’s word for it. Track the progress of penny stocks for yourself. This is a 
great way to learn more about not just penny stocks, but the stock market in general. 
By learning all you can about penny stocks, you set yourself up for future success. The 
more you know about trading, the more likely you will be better at it. If you do want to 
start with smaller investments, penny stocks can help you make that happen.  

Talk with other investors, and your broker if you have one, to find out more about 
penny stocks. Speaking with other investors is a great way to have your questions 
answers, as well as pick up valuable information and advice. The more you know, the 
more informed decisions you will make – and this will help you get that big return that 
you’re looking for. Can you get big dollars from little pennies? There’s only one way to 
find out. 
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How You Can Make or Lose Money on Penny Stocks 

 

s we’ve mentioned in other articles, penny stocks carry higher risks, but can 
give greater returns. This actually means that you can either lose a lot of 
money by investing in penny stocks (because of the higher risk factor) or make 

a lot of money (because of the higher potential returns). Which of these happens for 
you will depend a lot (but not solely) on how you go about assessing the investment. 
Before we go further, however, you should be aware that no matter how much care 
you may take, there is a certain amount of risk associated with penny stocks, which 
is much higher than that of large cap, stock exchange-registered stocks.  

In order to assess whether you can make money out of a penny stock, you’ll need to 
understand how one makes money in the stock market. One of the returns that one 
gets from a stock investment is in the form of dividends. That, however, is usually a 
very small portion of the returns that one gets from their stock investment. The 
majority of returns come from appreciation in the price of stocks. The prices of stocks 
are assessed using different yardsticks or parameters. The first of these is return on 
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investment. If the return on a stock is 10% and the price earnings ratio is 10, for 
example, the stock would be priced at ten times the earnings, or 100% of issue price.  

In other words, this stock would be traded at its face value. From this, we can see that 
the price would depend on two things: the absolute return and the price-earnings 
ratio.  

The second important factor that affects the price is the book value of the stock, which 
is basically computed as a figure that represents the assets available in the company 
against each stock. For example, if a company has net assets of $100,000 and has 
issued 10,000 shares, the value of each share under this method would be $10. 

The price of a share is also valued on the basis of a few other criteria. However, the 
most important factor from a market point of view is the returns that the stock 
generates. The value under this method would depend on both the earnings and the 
price-earnings ratio. The latter is a matter of perception that will depend on the risks 
associated with the stock. This perception will undergo changes depending on the 
history of the performance of the organization, the available information about the 
company and its prospects, and the market buzz about impending major events in the 
company (for example, a takeover by a major organization).  

Of these, the most important from a long-term point of view is the consistency and 
quantum of earnings for the long term, and the direction of the price-earnings ratio in 
the short term. As an investor, you’ll need to be able to answer the following questions: 

• Is the company stable enough to sustain its earnings and growth? Who are its 
promoters? How long have they been in business? (Answers to these and other 
such questions) 

• How is the market perception of the company? How is that likely to change? 
• How are the “fundamentals”? Does the company have a good asset base? Is 

the business successful and profitable overall? 

Finally, the old adage “don’t put all your eggs in one basket” is true to an even greater 
extent in the case of penny stocks. So, invest a little at a time, and don’t put all your 
money on one or a few such stocks. 
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Penny Stock Returns 
hy do people invest in penny stocks if they are so risky? The answer lies 
in a few facts as well as a few misconceptions about penny stocks.  First, 
let us look at the positive side of why penny stocks may be profitable. 

It is a well-known fact in finance that risk and return have a positive correlation. This 
means that an investment that carries greater risk will generally give higher returns. 
The reason for this is very easy to understand and almost intuitive. Suppose you had 
$10,000 to invest and two options, A and B. Option A is a secure, government bond 
that gives you a 5% return, while option B is a higher risk investment in a company, 
which will only pay you if it makes profits. Assume that this company has a history of 
making 5% profit a year over several years, and is likely to continue that pattern. 

You can expect to get a return of 5% in future years, but that is dependent on the 
company making the same level of profits. Where would you invest your money? If 
the returns are likely to be the same and if you are a sane person, you would obviously 
invest in the risk-free option. Now suppose option B were to pay you not 5%, but 
(potentially) 15% consistently. You might be tempted to put your money in it. In other 
words, a higher return might make you invest in a riskier venture.  

Since penny stocks are s higher risk alternative to regular stocks, the only way they 
can attract investment is by holding out a promise of higher returns. How would a 
penny stock offer a higher return? This would be done not directly by the stock or the 
company, but by market forces. The market price of a stock is determined based on a 
few factors such as its intrinsic value and the return yielded by it. The market price of 
a stock divided by the return it gives is known as the price-earnings ratio. 

For example, if $10 stocks were to be traded in the market at $20, and the company 
earns a net income per share of $1, the price-earnings ratio is 20. The price-earnings 
ratio will be higher for solid stocks that are known to be backed up by good 
management, have a history of consistent and good performance, and are perceived 
to be stable. The price-earnings ratio for stocks that are riskier, unknown, or do not 
enjoy a positive perception will be much lower. This means that compared to our 
example with the price-earnings ratio of 20, we assume that for a stable and well-
known stock, the penny stock may have a much lower price-earnings ratio, say 3 or 
4. Actual figures will depend on a number of other factors as well.  Because of this, a 
penny stock will be priced lower for the same level of net income, and will therefore 
yield a higher return on investment. 
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